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SMALL BUSINESS-MINIMUM WAGE/Conference, Passage

SUBJECT: Conference report to accompany the Small Business Job Protection Act . . . H.R. 3448. Agreeing to the
conference report.

ACTION: CONFERENCE REPORT AGREED TO, 76-22

SYNOPSIS: The conference report to accompany H.R. 3448, the Small Business Job Protection Act of 1996, will enact

numerous tax reforms for small businesses, will extend expiring tax credits, will reform and simplify pension laws, and v
increase the minimum wage. The cost of the tax changes will be offset, primarily by phasing out the section 936 tax credi
conducting business in Puerto Rico. Details are provided below.
Small business and other tax provisions include the following:

e the amount that small businesses may expense (write off in 1 year instead of amortizing) will be increased gradually to $2"
(10-year tax relief: $4.676 billion);

® S corporation reforms will be made that will make it easier for smaller businesses to take advantage of this filingstatus; t
reforms include increasing the number of subchapter S shareholders and granting permission to hold S or C subsidiaries;

e the SIMPLE pension plan will be established, which will give small businesses tax-favored treatment when they estat
pension plans and which will eliminate most of the Federal redtape associated with creating pension plans;

e nondiscrimination rules for qualified cash or deferred arrangements and matching contributions will be modified (10-year
relief (taking into consideration interaction with SIMPLE pension plans): $1.309 billion);

e the combined limit that applies to an individual who has both a defined benefit pension plan and a defined contribution |
will be repealed (10-year tax relief: $1.333 billion);

® investment retirement account (IRA) discrimination against homemakers will be ended by increasing the amount
homemakers may put in an IRA annually to $2,000 (10-year tax relief: $2.055 billion);

e the work opportunity tax credit will be extended, with modifications, through September 30, 1997 (10-year tax relief: $3
million);
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e the employer provided education assistance tax credit for undergraduates will be extended through May 31, 1997, and for
graduates will be extended through June 30, 1996 (10-year tax relief: $1.105 billion);

® the research and experimentation tax credit, with modifications, will be extended through May 31, 1997 (10-year tax relief:
$1.754 billion);

® the section 29 alternative fuels credit will be extended for facilities placed in service by June 30, 1998 and with fiireding co
dates by December 31, 1996 (10-year tax relief: $522 million);

® tax-exempt organizations will be permitted to set up 401(k) retirement plans for their employees; and

e the Labor Department will develop guidelines to apply the Employee Retirement Income Security Act (ERISA) to insurance
company general accounts with respect to policies issued before December 31, 1998, and the recent Harris Trust detision will no
be applied retroactively.
Offsets to pay for this tax relief include the following:

® the Puerto Rico and possessions tax credit (section 936) will be repealed effective December 31, 1995, with the following
exceptions for companies that currently receive the credit: the Qualified Possession Source Investment Income (QPSII) credit wi
be repealed for companies operating in Puerto Rico the latter of taxable years beginning after December 31, 1995, oirgs/ing ear
after June 30, 1996; companies receiving the wage credit will operate under present law for 6 years (through 2001) &nd will hav
the credit capped for the next 4 years, after which it will be eliminated; companies receiving the income credit willrugarate u
present law for 2 years (through 1997) and will have the credit capped for the next 8 years, after which it will be €litryeded
savings from these reforms: $10.563 billion);

® the 50-percent interest income exclusion for financial institution loans to Employee Stock Ownership Plans (ESOPs) will be
eliminated, except for loans entered into pursuant to a binding contract before June 10, 1996 (10-year savings: $2;287 billion)

e the Airport and Airway Trust Fund excise taxes will be reinstated through December 31, 1996, with exemptions and
clarifications (10-year savings: $1.555 billion);

e math error rules will be applied for dependency exemptions and filing status when correct taxpayer identification numbers are
not provided (10-year savings: $2.245 billion);

® 5-year income averaging for lump-sum distributions will be repealed (10-year savings: $483 million); and

e the automobile luxury tax will be phased out and extended through December 31, 2002 (10-year savings: $182 million).
Other provisions:

® a $5,000 nonrefundable adoption tax credit and employer provided assistance exclusion will be enacted; the amount will
increase to $6,000 for special needs adoptions; the credit will sunset after 2001; the credit will phase out for incomes betwee
$75,000 and $115,000 (10-year tax relief: $2.234 billion);

e States and any other entities that receive Federal funds and that are involved in adoption or foster care placemergdvill be ba
from denying to any person the opportunity to become an adoptive or a foster parent, or delaying or denying the plachiittent of a
for adoption or into foster care, based on the race, color or national origin of the adult or child involved,;

® the business exclusion for energy subsidies provided by public utilities will be removed (10-year savings: $1.055 billion);

o the bad debt reserve deduction for thrift institutions will be repealed (10-year savings: $1.886 billion); and

® the treatment of foreign trusts will be modified (10-year savings: $2.079 billion).
Minimum wage:

The minimum wage will be increased to $4.75/hour effective October 1, 1996 and to $5.15/hour effective September 1, 1997.
No small business exemption will be provided (for related debate, see vote No. 183). Employers will have the option ahoffering
entry-level "opportunity wage" of $4.25/hour for the first 90 days of a worker's employment if the worker is less thand?@. years
The tip credit will remain at $2.13/hour. Under the tip credit, employees who receive a portion of their income from tpgaithy b
$2.13/hour, and if their tips do not then raise their pay above the minimum wage their employers make up the difference.

For debate, see vote No. 186.



